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April ©, 20431

Tue Fedeval Veade Comynission (vin FAX)
Office of the Secretary
00 Penssybania, N.W.
Washiupton, DC 20580; and

State of Catfomia
Difice of the Atrorney General
Sssanento, CA.

Subject: Pubiic Comment ov Sale of Benicia Redinery to Valero Energy Corporation

§. The folfowing comments are offered for consideration as pertinent to the approval of
tiw sale of the Benicia Exxon Refinery to the Valero Energy Corporation. The comments
are based on the fimited, but presumably authoritative, date available to the respondent. §
respend as a private citizen of the City of Benicia and have no presaut or past affiliation
with zithes of the companies involved or the refinery industry.

2. My bottom line concerns are primanily environmental but inasnwich as envirosmental
issues are 4 fundamenta of the refinery industry, they should be viewed as issues which
directly affect the poientiai competitiveness of Valero as the operatos of the Beniciz
sefinety and possibly their ability to proactively address environmental responsibifitics.
Thus, my concerns should be viewed through the “lens of competition” metric.

3. This acquisition, i approved, will be the third major one by Valero since 1997 if onz
cosiniders their Texas City, Houston and Krotz Springs refineries as a single package given
their acquisition as part of the Valero and Basis Petroleun deal. At the end of the day the
process of bringing a totaf of five refineries into the Valero Co. ina vety short span of
time appears to represent very significant management and daunting fiscal challenges for
what seems to be a medium level plaver within the industy.

4. 1t appears that the acquisition will nearly double the company’s long term debt and its
net interest and debt expense had already increased 71% to $55.4M frons 1998 to 1999,
The company i faet filed on March 34, 2000 to sell up to $1 billion in debt and ity
1ssues. Fven hefore the acquisition the “current ratio™ of the companty was only 1,13 as
derived {rom datg in the Form 10-K filed with the SEC for the year ended Deceraber 31,
1998, Moreover the “quick ratio™ according to my calculation of the data in the 10K was
just .6Q. None of these fipures seem 1o be strong and do not figure to unpress potential
investors and way fosce far more debt than equity issues.

5. The company, en paper at Jeast, sutfered a significant net loss in 1998 {($47M +). This
was due 1o @ write-down of inventory to market value but iffustrates the volatility of even
current assets in this mdustry. Tt is noted the purchase price of the Exxon frcibty with



outiets 18 289SM glus inventory. Thus the company may witd up paying for mvenioery
which might have fo be significantly discounted i the shott term i the price of petroleum
products drop <ither as 2 result of market forees, the upcoming clection or both.

b. brom a competitive standpoint Valero seems to he especislly vainerable to industry
volarifity wasatach as i ts not fully intweprated and musi purchase all of its crude oll and
feedstack suppiies from third parties. Clearly this &5 1 competitive disadvantape - especilly
in volatide perinds - despite the fact that the parchase agreenwent with Exxon apparently
guarantzes sone supplies. As | understand it, howover, the guarantee s for feus than the
Bericia refinery capacity and at market rates. Thus the advantage gained from, this
guaranteed supply is somewhat marpinalized.

7. According 1o the 10K, to enhance thelr futurs comperitive position, “... Valero eRpLcts
t0 coutinye making capital improvements 1o increase the throughput capacity of its
refinery facilities and increase their operationai tlexibility.™ This might b problematic
given possible fiscal and permit constraints. Therefore such plans might be dificudt 1o
execute on a timgline which would instre continued competitiveness.

8. Idon’t have access to the appropriate supporimg data but Valero's projections for net
income based ot: the Benicia assets seem to he very optimistic. If the targers cannot be
met, the Fnpact on Valero’s financial condition and ability to compete might be significant.
They project a net meome (from Benicia) of $26.3M in 2000 - six monihs of operations --
and $87.5M ins 2001 for a ful) year of operations, It is difticult to extrapolate more than 5
threefold incraase in net income from just six months more of opetational activity
especially when their projections for other assets js nearfy flat for 200} vs. 2006

3. Ax{ noted at the begiming, my concern is primarily eavironmerntal. But what seems (o
hez Jess than an ideal fiscal situation may not bode well for the environment i Bewicia
ahsent upfront safeguards whick are Benicia specific. { know little about Valera's
environmental record but what fittie 1 do know is not encouraging. The Company™s
Corpus Christi refinery has apparently been ranked by the FPA as one of the dirtiest 11
mior plants in otw region of Texas. The Corpus Christi operation is Valeros flagship
refiaery, at keast in terms of feedstock throughput capacity, thus its apparent standing
with the EPA is even more disturbing. The comwpany's debt structure subsequent to the
Benicia acquisition will seenvinply demand maximum proiits and intuitively one knows that
& dollar saved on environmental matters is a dollar which can be moved directly to ihe
ottom Ine.

13, The Benicis refinery in its current location is a siven and | am not opposad to Valero
per se but I am concerned. 1t is important that Valers {or any other operator) meet all of
its environmental regponsibilities, both legal and moral, in addition to being a positive
competitive influence within the California market. If a1y analysis as set forth above is
reasanably accurate ¥ recommend that, 3s a condition of approval, Valero be directed to
<nier into 2 negotinted good aeighbor agreement with an appropriate citizens group, the
Bericia City government and perhaps the Solano County govermment. 1 further



resonuvand 1hat the company be disected (0 set aside g reserve fund sufficient 1o sun:
thar 182 good neighbor sgreement s adeguaiely tunded. tdeally, the amount to by st
azide in such g und should be determined by the California Attomey Gereval in
comunction with other appropriate asthorities.
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